or she can easily sell the bond in the market at no discount. Both safety and liquidity naturally imply low interest rates. 2 Hence, to understand the decline in real rates it is important to decompose the change in safety versus liquidity after the Great Recession.
In Parts 1 and 2 of this series, I argued that tail risk increased permanently after the Great Recession and showed that this increase in tail risk can help us understand the United States' slow recovery after the Great Recession. In this essay, I discuss how the increase in tail risk can also help us understand the drop in the return on safe and liquid assets. The liquidity of government bonds has been even more valuable since the Great Recession. To recap, in this three-part series I explored how tail risk has affected the aggregate economy. We see that the Great Recession has reassessed the way we think about this risk. In turn, the increase in tail risk can help us understand the slow recovery after the Great Recession-the "secular stagnation"-as well as the decline in return on safe and liquid assets. n
Notes
Government bonds provide liquidity services that are particularly valuable in moments of financial distress (e.g., during the past Financial Crisis). In those periods, the liquidity available from other sources falls, so government bonds become more valuable. After the Great Recession, however, the perceived probability of a tail event (i.e., a period of financial distress) increased substantially. The increase in tail risk implies that the liquidity of government bonds is even more valuable after the Great Recession. Consequently, the increase in liquidity needs caused an increase in the price and a decrease in the return of government bonds after the Financial Crisis.
Recently, colleagues and I constructed a quantitative macroeconomic model to measure just how much the change in tail risk affected the liquidity and return on government bonds. 3 Figure 2 shows the response of our model (blue line) and the data (red line) after the Great Recession. It also shows a pattern of prolonged low interest rates, where the risk-free rate never recovers from the negative shocks in 2008-09. This result is consistent with that of Del Negro et al. (2017) , who also argue that the fall in risk-free rates is largely driven by the increase in the liquidity premia. 
